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What is the"purpose off FPRAs?
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~ N0 iaCletENHIET €S JmeFJ g and negotiating of
PrEpBSaIS) byamaking the process less time
- consumingpeand costly for both the contractor and
,' “government, andlin the case of the latter through
additional’savings passed on Via reduced contractor
overheads and b&ter budget forecasts.

To establish a basis for billing rates in approving
vouchers and progress payments.
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BURPOSE
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- To prevent gov;;nment egotiators from
URdefrmRIRgieachother's efforts by agreeing to
differentrates or the same accounting periods.

To ensure rieasonable indirect rates and direct labor
rates, accounting for approximately 50% or greater
of all proposed costs, for government-wide use as
determined by the DCMC/DCAA “team of rate

experts,” rather than others less knowledgeable and
experienced.
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ACHEEMENIS

SEWAWELICeURcharacterize a
PENENGIRISEGnENt? What factors

Wouleleurconsider and how might you
~ weightthem?
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SENETIC al egments
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A beneficial segient is one v here there is sufficient contract or
 pricingVellime, Qrﬂ’w corresponding dollar value, to justify the
- requisite eiiort to esta plist maintain a FPRA in terms of
time, costs, andlavailable resources. However, it is ultimately
an ACO judgement as to whether a segment is declared
beneficial, unless a customer specifically requests that one be
established or the given location has Acquisition Category I & II
programs where the government sales are equal or greater than
$200 million, which solely or in tandem are in themselves
determining factors. In the case of the latter, the agreement
must include direct labor, overheads and G&A.
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WenldielNield thefellowing hypothetical business
NIt torBENa BENETICIall SEgment?

Does almost exclusively firm fixed priced work.

The annual business I@ is $350M, but no contracts are ACAT I or II

Each contract is valued in excess of $100M, but is performed over a
two to three year period.

The contractor is actively competing for new work.

Rumors are afloat that the contractor is trying to take over another
contractor and/or purchase a complementary product line.

\
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JsJJ egments

Whilerthe overallfdeligns in themselves warrant c’ihsideration it appears that any
NEW awardsieveranaiaove the projected business base may significantly lower the
rates duEREREIFVER/ Sizer SIS would be further compounded by a merger or an
~ EXpansion OithE prodiiet in tWOUId probably increase the business base

even more signiiicantlyzAdditionally, a merger may invalidate the rate structure, in
part o inifull. Eitherway or in combination, it would probably result in windfall
r under any firm fixed priced work awarded using the FPRA

profits for the con
based upon a pro ' business base of $350M, unless there is a re-opener
provision in each contract te cover all probable contingencies. Please note that
canceling an FPRA will not recoup windfall profits under awards already made, it can
only prevent further windfall profits under future awards. Accordingly, in addition to
re-opener clauses, another solution may be to establish a tailored FPRA for possible
small dollar value items yet to be definitized, i.e., the exercise of PIOs and repair
provisions already under contract. In contrast, had the work been predominately
reimbursable, caps on the rates, depending on the level of confidence in the
forecasts, may afford sufficient protection, or at minimum mitigate any possible
adverse effects by precluding the aggregate amount of interim overpayments.
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Whathska tailored FPRA?
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Tailored PRAS

greem ea;? OVEring a group of contracts,
ifaets) OIBLNEr pricing actions, individually valued below

. CO determined dollar threshold. Usage of tailored FPRAs

¥ oLcJ pelconsidered when a regular FPRA cannot be reached

- due to irreconcilable cost differences between the government
and contractor, but agreement can be reached effective for a
significant number of pricing actions that represent a relatively
small percentage of the business base. To determine

applicability and the threshold value for the individual pricing
actions covered, a risk analysis should be performed.
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Do) FPRASIEPPIY to onll cost type contracts? If not, under what
Contrack e aenve encounter our largest risk? Under
reimbursableieontracts, what risks are inherent with either ‘
overstating or un d rstating the rates? Would you execute a 4

" FPRA for a contractor in an R&D environment, where he
appears to have understated the rates?




FORVWARD PRIC 'NG RATE
AGRIEIEV] F‘} TS

Contract ypes

contract types in that it
| our e -|ver for negotiation

- purpoeses in order to establish ceiling and
targ . costs, as well as firm fixed prices
and/or target rices.

LES
-
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Contract r vpes & Risk

SOME BENEVERHENEatest rsk IS, under fi:Fed priced contracts in that we
GEL OnIVABHENCHENEE to Set the rates accurately so as to preclude
WinaiclNeHESItiaHons contend that the greatest risk is under

ﬂ)

~ reimbursableeontracts in that improper setting of the rates can result

IN eVeriun sitbiations, where unless the government funds the overruns,
no product will' be received despite all the effort and dollars expended
up to the specified NTE or obligations, whichever is the lower.
Conversely, where the rates are understated, it is less likely an
underrun situation will'be maintained, since contractors tend to budget
costs and therefore processes to the dollars available, dissipating any
anticipated savings due to the lower rates. However, even should that
not be the case, interim billings will result in over payments for interim
vouchers and progress payment requests.
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ontract Types & | \derstated Rates

Inrarcostiremisnisanie ment ch as at an R&D house,
tine go VElimen it w,erJ r)J: ce Itself in jeopardy by agreeing to
felisis € Serteo Iow. FEirst, it could result in buy-ins, since
| cJ costs are lower than what the expected costs
e. Second, it circumvents true competition since it
~ obfuscates whoithe true low offeror is. Third, it makes it more
likely that an everrum situation will result thereby necessitating
that the program ofifice add funding over the NTE amount, if the
effort is to be completed.
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FPRAS Vers l‘; PRRs

a
WHER /voquJ you/ use an FF R over an FPRA?
ArEreERBUYING| CC mrp- bound by each?

«

\ .

#,'
\'
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FRPRASIVErRSUS FPRRS

AnrEPRRAWENIEE USed hene.\'/er it is not feasible to

establisifen FPRA, including where you are unable to

- li€achiaeaseiiable settlement with the contractor;
significant cha gesﬁ‘ave been made to the

~ accour tinggst-é'm, such as the business entity is
undergoingla merger or restructure; and, the
business base is dramatically declining or growing,
etc. Otherwise, where it has been determined that a
beneficial segment exists, you should strive to have a
FPRA in-place as the preferred vehicle.
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-FPRAS \/erJ s FPRRs

' }O7~"( 0) 1§ nfmrJrJ‘E:bﬁh Con%cting Officers will use
'ates NERE g,w\/ xist for all contract pricing actions so
INE FALES alie BINC ng oni alll government negotiations. In
gmimendations are only recommendations, and
tracting Ofificers may either elect to accept them or not.
However, vr wing authorities at the buying commands usually
require explar ations, including supporting rationale, as to why
a negotiator disregarded those recommendations, as an integral
part of the PNM.
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AGEgUEEY 6f Proposals

i3l contracuoifiurnishes a wholﬁry inadeqguate
PropesaIsHtbetter termake no recommendations

P B R N

~ Untl anfadeqiiate oneﬁurnished, or make qualified
recommendations based upon all available

~ information, even if obviously lacking? Likewise, if
the contractor has proposed significant changes to
the accounting system, Is it appropriate to hold
recommendations in abeyance until you fully

understand the impact of the changes on the rates?
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AcJequacy,o Proposals

PUSINESSAYOES 0N, including the need to negotiate and

pEW reginements, PCOs as well'as our own DCMC personnel
MENCEd rates, When they need them, despite any glaring
errlcq UaCIESIENE/OIFSIC lflca@ncertainties To not provide them,
sually resultsNiptie government's acceptance of contractors’ proposed
rates; simply: by’ default. Accordingly, contractors do not feel affronted
if we refuse to aceept their inadequate proposals, provided
negotiations continue and they are able to sustain their proposed rates.
Therefore, it is strongly’ suggested that despite obvious inadequacies or
changes short of catastrophic, you continue to recommend rates, as
requested, based upon the best available information at that time.
However, the recommendations should include language qualifying
them relative to the identified deficiencies and uncertainties, as well as
include suggestions to employ safeguards such as re-opener
provisions, as appropriate.
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Adeguacy. O | roposals

e BESTEVAONER ﬁolJrfU.&J ntr ctor to submit an adequate
ierwalid PHEIMENIeposal, is to Impact his cash flow by

rJacwr Enting the billing rates to address the uncertainties or

c -,,J-,JCJes 5@IaS to protect the governments interests by not
making prematil re pa ments under vouchers or progress

”

~ billings.
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WiIHERTtOMNEECE AR Agreement

ISHiEBDEERERVaIt Well into the fiscal year until we
can achiivergreater: confidence in our numbers based
UpenNmere conplete data before we consummate an
agreement e snould we moeve forward anyway?

g

-
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WHENR "EOE fiect An Agreement

- Whertere Is r)ror- o) )Y othlng more accurate and
- reliablethan Jie jections based upon many months of
- actuals, negetiations should not be held pending until
the price analy e&as collected sufficient data to
dispel most uncertainties. Accordingly, at minimum,

recommendations should always be available.

\




FORVVARID Hf_ ING RATE
AGRIEEIVES TS

WHENMO Ef ct An A greement

Riaa/erN\ gk do w calll a forward pricing proposal
11

- based Upoemisevere |

months of actuals?
i\

.h

Answer: A premature incurred cost claim.
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RECEIP oposals

%

d dllyswhenrsieuld W&e in receipt of a contractor’s proposal?

J Whe shouldiyeu begin to coordinate the effort, and with
whom, germane to both the submission and review of the
proposal, respectively? Besides the auditors, do you ever use
other specialized technical types? Do you call the buying

activities to determine the probable government business base
independent of the contractor?
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RECEIPL or roposals

It wWoeula e EESIfaBIENOI FECEIVE [ roposals before.l’he beginning of the new fiscal year
50) that thepestilbnglagreementior recommendations optimally are available for as
MUCH GIFEENEEIF &S IS péc;ca'r 2. However, this is not usually feasible, in that
- contraciersthavemotclosed out the prior accounting period. On the other hand, with
the advent oifreaiftimerates germane to fimal rate claims, it is not unreasonable that
contractors can provide the forward pricing| rate proposal concurrent with the final
rate claim. Regardless; even before receiving the proposal, you can begin to
coordinate the effort by establishing a schedule, as well as responsibilities and
expectations. Coordination should include the contractor, DCAA, and DCMC team
members, as you deem appropriate. Team members may include the price analyst,
an engineer, and other disciplines, as required. The technical types can be used to
review labor hours and cost estimating relationships, as well as to evaluate the
anticipated business base independent of the contractor’s projections. In the case of
the latter, in-house knowledge of on-going programs coupled with information
solicited from the buying commands, as related to new requirements and
contemplated changes to on-going programs, can be used to challenge assumptions
concerning the projected business base.
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line €ost Driver
Wihat siingiEAlderlying fac or o assumption drives

e ERLIENPIOPOSal Effort?
<
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e C _rlver

e UREERVIRERassUmption drlvﬁwg rate proposals is
 thejantiGipated! business base or projected sales

~ volume: Al vrmf Ie costs derive from that number.
Additionally; it is thﬁprlmary factor in making

~ business decis @ﬁs affecting the fixed and semi-
variable costs, such as the need to either control or
expand them, depending upon the business climate,
l.e., increasing manufacturing floor space, investing
in new capital assets, eliminating a layer of
management.
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IcUred\Gosts and Trends

.

- Shoulc W analyze the previous years in terms of
proposed versus negotiated rates versus final rates
claimed? Should we analyze the historical expense
pools and bases to understand the basis for any

anomalies noted? What are the two most common
trends that result in inflated rates?

L)
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and Trends
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Viost ACOsiandl price analystis perform trend analyses, comparing past
propeselstueNpastinegotiated rates and to the final rates in order to

determineraleEVEINBIFCo] fldenm the current proposal, as well as to
determine trends'and anomalies in the estimating methodologies, as
well as relationships between the costs. While such an analysis is
usually: performed e a matter of course, one also needs to consider if
there were significant changes in personnel responsible for the new
proposal, and/or if new and greater pressures are now being applied to
them in order to maximize profits. More importantly, all trend analyses
assume, that the basic pricing paradigm has not materially changed.
Interestingly and regardless of particulars, the two most common
trends that result in questioned rates, are understatement of allocation
bases and over statement of the expense pools, which singly or in
combination, translate into overstatement of the rates.
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Sheuldler Will Cost

IS It apprepHeELe to) use "should cost” and “cost

. & — .
realisiiappreaches inanalyzing a contractor’s
- proposal® 1 -
| o
\
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Shipuldier Willl Cost

[ adaiben terend rmeJ ses, Ee One Book directs

. LOFPEOHIIESK anal es of the main drivers,

Dased ur)on gl should cost ™ approach. However,

be duse the estimating of rates, and in particular

" indirect ra i85, i5 as much an art as a science, due to
reliance on assur.ﬁbtions and recognition of many

uncertainties, a cost realism approach is also

appropriate.
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Are WENED ,nrejcpo have the pre-negotiation and
POSEEPHEG MEMOBranda reviewed and approved? By
whomianaiatiwnat level? Where can we find agency
policy? Doe h|s policy apply to FPRRs as well?

e
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PUFSUBRGIONEAR 15, C Iines,!nd more specifically
thel@nemBook, Chapter 6.2, both the pre-and-post

- Negotiauonimemoranada are required for FPRAs and
FPRRs. The review and approval levels are also
delineated im Chapter 6.2. of the One Book, and are
IN consonance with requirements for other types of
pricing actions.
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For anlEPRRINE0 youlsuggest including explanations

fo)f 2l CJJH:‘FdJ’JC§J I '“o (S between, your position and
- the contractors, as part off your recommendations,
- anc 7SO Wihy/?

ke
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YES, Indidetasiwitn FPRAS, th;?:)ricing negotiation
menorantalere to pe issued to all major and

SWISENRLERES eﬁb ustomers, so as to help ensure
agningiultnegotiations that are more apt to result in
sustention of our recommendations. Otherwise,
negotiations tend to lapse into a numbers auction, or
Worse, an uneven competition where government
negotiators are unable to successfully counter
contractors’ discussion points.
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InerBuying Commands

. |
DO YOUNRVEIVESthE 1Major buying commands to

SUPPOHNE); Ieveragé’\/u position? Why and how?

.
(((§
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IeBu \/Jru _mmands

URIESS yoursmagielistoners  support Y(;L.,II’ endeavors, they are in a

- positionMeRIRNCEMINe your effiorts by ignoring your

- recommenaationsifor PCO tiations, as well as by refusing to
‘employ availabie™sc eeze tacti ¢s” in  order to encourage the
contractor’sicooperation. Accordingly, it is imperative you cultivate
good! working| relationships with your customer activities by both
supporting their expressed and unstated short and long term goals
and needs, in addition to pointing out the savings that will accrue
from supporting your recommendations. As such, Program
Management Reviews afford excellent opportunities to both solidify
these relationships, and finesse program offices into notifying the
contractor’s management that failure to reach agreement in the
future may impact future decisions.
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Contractual Safeguards

Wihat KnEreseIiea IJ% Whetmr it be provisions or
EXPlafauERSs/H Ao you include in your agreements or
ECOMIMENEBLIGNS, Iff apprehension and uncertainty
“exist about'changing conditions that may significantly
~ impact the validity of the recommended or agreed
Uslolg) rzjies?

[
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eonuractiiaifSateguards

concemneiadreements, FAR 41,1701 mandates that the terms for
axpirationiene applicabilityis specified, as well as provisions for
gzlplec]lzitlon) sieiinle @h}es'r of either party. Additionally, a provision
MUstBEREIUEEdEGUIring thercontractor to notify both the ACO and
duditer el anyAsIgniiicant changes in the cost or pricing data. For
either EPRAs 01'FPRRs, the ' ACO also may recommend the use of re-
Opener clauses as a provision under future contracts in order to protect
the government: firom subsidizing windfall profits or makingI;
overpayments, iff the uncertainties are so great. Additionally, language
may be included'as toithe terms and/or aﬁplicabiliw of its appropriate
usage. Additionally, the attached PNMs should identify and explain all
known uncertainties and their potential significance on the rates. This
information is useful so as to alert negotiators to changed conditions
invalidating any underlying assumptions, as well as to prepare them to
counter negotiation points with eftective rebuttals in order to sustain
the recommended rates. Also, in the case of the latter, it makes it
more difficult to deviate from them, without good reason.
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-

SOl MOIILOTIFER: ur'r)o:\' how! often do you require
CONtIEEHENS torSuUBn C acklng reports, and at what
levellelirdetall? \\ Ors do you consider in
‘Making this dc cter tlon? Who reviews and

- analyzes there rts on behalf of the government?
Do youl make certain that the resulting variance
analyses are decumented? Do period costs often
explain the variances? How do you analyze period

costs? What can you do, if variance analysis does
not support the rate agreement, either in part or in
full?
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VBhitor Ing
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A CKINGNEDP OIS S}rgchJ be quired?s often as you deem

NECESSAYAOIProtect the government’s interests, whether it be

‘monthly, qUarterly, or greater. Considerations should include

~ theidollars at'risk, as well as the volatility of the assumptions

- and uncertainties concerning the business climate. Likewise, a
risk assessment and a review of past experience should dictate
the depth of detail required. However, be aware that if the
frequency for requiring the data is too great between
submissions, it may take a good portion of the year, if not most,
before an agreement can be cancelled, should that be
determined appropriate.



FORVARID PRICING RATE
AGRIEIEV] F‘} TS

M onii ror I

\

AlSo, eUWREIY rEquIring Ver etalled data can become very
~ CUMDENSOIE, costly, and superfluous. Therefore, the level of
- detail should e dictated! by the degree of visibility required to
analyze incu rred costs to date versus projections of where you
anticipated they would be. Thus, should you determine that
top level data is customarily sufficient for this purpose,
provisions may be included in FPRAs to give the ACO the right
to request more detailed data, as is deemed necessary.




~ Chapter 6.2 reguirer
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Normally eitheigne AC 6%' Of prlcle%nalyst reviews the data

and PEfGIIG a Varianee analysis. Regardless of responsibility
for this function) it'is recommended that a written variance
ana YSIS Demaade part@'che file to evidence that One Book,
ents have been met. If variance analysis
reveals that the costs are out off tolerance by more than 3% and
$100,000, corrective action should be taken such as canceling
the agreement or those portions affected, unless the variance is
within the projected periodic swing. If not, issuance of a Notice
to Disallow Costs may be deemed an appropriate reaction.
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MeRitoring

N

PErIOANCEBISIalEFECUring costs accrued at a specific time (s)

WItHIA tENGEEOUNLING year, such as with the annual payment of
- certain types offtaxes. £ "cordingly, recordation of accrued

- period! costs can significantly distort actuals when viewed on a
monthly’ basis, and thus'is one of many possible explanations
for monthly tracking reports not manifesting a straight line or
linear progression. Accordingly, to help evaluate whether a
contractor is where he should be at any given time, a
comparison to the same month in the previous year(s) may be
used.
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QUES] flo)sllnle Costs

>
Shetlafyeunwaitsfor receipt of the final rate cIalm

efore  addressing the allowability of any identified

~ questionable costs? If you choose not to, what is the
impact on fixed priced contracts? What are the
advantages of issuingia Notice of Intent to Disallow
Costs germane to costs in contention?
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QUES HERING Costs

StitMENE r]lmruns S IS Immediately upon discovery

FueNTitigate the impact and to avoid discussions of

EJJ)J)E‘J Jr'r'r SR fixed priced situations, unless we can tie

- the Cost Accou nting Stai dards or Defective Pricing and/or fraud

~ to the issue, we wil probably be unable to recoup the costs
retroactively. ccorgi_l’\gly, where the issue is contentious, it is
probably best to issue a Notice of Intent to Disallow Costs
immediately, in order to squash any claims of estoppel.
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contintieus FPRAS

4

What ISiaconunuous FPRA? What is the obvious
cle)Veipltzlc) 7 Cr, | O?' establish one where the base
s changingiaramatically, or where the product lines

are _ifti'g,‘!QL where there is to be a restructure
and/or merger?
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Continuous FPRAs

A continueUus EPRANEIGNE, as 'n: nar é impligthat allows for continuous

UpdateWiiETERE asic assumptions and methodologies are agreed upon so as

o accommouaterioFadjtstmentsias required, including shifts in production or

arked changesiiifthe busi I'E)ase. However, where the assumptions are no

~ longer valid, rTceJJéJ',e n may be the only reasonable alternative. The key
advantage is that ntinugs coverage is more certain, even as conditions
change causing material variances in the rates, while not invalidating the pricing
methodologies themselves. However, establishing such an agreement is costly
in terms of commitment of resources up front to address the myriad of
variables. Also, the effort is invalidated by momentous changes such as
restructures in that they may shift the entire pricing paradigm.
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Accounting Periods

2 e :
HOW. MERyAYERNS deryou typically address in an

S B)P) A\
J_'I)I_r\;
4 F 4
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Accountin J Perlods

ypicallyAenRiyAtiERclrent year a d two (ﬁtlylng years are included in
HP}J I OWWEVETWIf rre therPCO) s contemplating a five-year contract,
L IeyAIE e MEEd tornclude additional years. The needs of your
mers shieuldidictate the number of years addressed. In such
‘ rncc . belaWare that the assumptions and pricing models for each
succeeding year are less reliable and, therefore, more risky than that
for the prior a' “Also, you are cautioned that many contractors will
attempt to shift projected costs between years in order to cause the
government absorb: a disproportionate share of those costs. In such
cases, contractors will use negotiation ploys such as feigning the
concession of costs in years of low government participation in order to
finesse ACO acceptance of the contractor’s position for years of higher
government participation.
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JHJJ’U RALE

FUE OfgidiSEY cJo forward pricingl rates form the basis
ferresteiBlishingilling rates related to vouchers and

 progress payments?

\ - ‘
Qs



FORVVARID JJJ\_\J NG RATE
AGRIEEVIE TS

JHJJ’U tes

Irue, in that FARY42.704 J) States that the Contracting Officer
shollaFenstirerthat tne billing rates are as close as possible to

the final Inalrect cost rates anticipated, as adjusted for any

~ unallowa cos_tyd_’ Also, as was previously stated, the best
way to encourage aicontractor to submit an adequate forward
pricing proposal is to impact his cash flow by decrementing the
billing rates to address uncertainties and inadequacies so as to
protect the government’s interests by precluding premature

payments under vouchers and progress billings.
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TINA

w

DoesifiENeost and pricing data need to be certified
undertiesrutiyin Negotiations Act (TINA)?
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TINA
-

Yesstiaenlyaas palt off individual pricing proposals
~ subjectitereentiied cost and pricing data, but not with
- the Foerward! Pricing Rate Proposal itself, pursuant to
" FAR 15.4073 ©.

- U
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e 5USINESS Base

t

- RulSormumbawhereithe business base increases,

ihe rates gerdown; where the business base

 decreases, the rates go up. In the case of the
former, what are some of the common reasons
contractors give as to why their special circumstances
will not translate into lower rates? In the case of the
latter, what do contractors traditionally do to contain
rates in order to remain competitive?
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r 1€ 51 L)JJ'J‘—U“ Base
EASONS CONUIEELBS COMMC .ﬂ‘ give why the rates won't go down:

lnereesedl capital investment to modernize.

Increaseaicapital investment to handle the need for increased
Frj (“]I‘\/
Increased fixea eﬁenses to accommodate the increased
capacity.

Increased supervision to better control quality and processes.

Increased IR&D to develop a new generation of systems.

Increased staffing to meet overly stringent government
reguirements.
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COMMON CONLIBIS conrrrlg‘wﬁ put nto place:
_ REONEENIZE.

L3y ol wor}m <

Streamline or eliminate redundant layers of personnel

"r

and processes.
Acquire new product lines or business bases through

buy-outs and/or mergers.
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